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C. The cost base for the June 30th per-diem rate except as speci­

fied in this rule. 


(E) Rate Adjustments. The department may alter a facility's per-diem rate 
based on - ­

1. Courtdecisions; 


2. Administrative Hearing Commission decisions; or 


3. Determination through desk audits, field audits and other means, 

which establishes misrepresentations in and/or the inclusion of unallowable costs in 

the cost report used to establish the per-diem rate. In these cases the adjustment 

shall be applied retroactively; and 


4 .  Adjustments determined by the department without the advice of the 
rate advisory committee. 

A. FY-92 Trend Factor and Workers' Compensation. All facilities 

with either an interim rate or a prospective per-diem rate on September 1, 

1992 shall be granted an increase
to their per-diem rate effective September 1, 1992 

of eight dollars and eighty-six cents
($8.86)per patient day related to the continu­

ation of theFY-92 trend factor and the workers' compensation adjustment. This ad­

justment is equal to seven and
one-half percent (7 .5%)  of the March 1992 weighted 
average per-diem rateof one hundred eighteen dollars and fourteen cents ($118.14) 

for all nonstate-operated ICF/MR facilities. 


B. FY-93 Negotiated Trend Factor. All facilities with either an 

interim rate or prospective per-diem rate in effect
on September 1, 1992 shall be 


1992dollar
granted an increase to their per-diem rate effective September of one 

and sixty-six cents ($1.66) per patient day for the negotiated trend factor. This 

adjustment is equalto one and four-tenths percent (1.4%) of the March 1992 weighted 

average per-diem rate of one hundred eighteen dollars and fourteen cents ($118.14) 

for all nonstate-operated ICF/MR facilities. 


C. Prospective Payment Adjustment (PPA). A Fiscal Year 1992PPA 

will be provided prior to the end of the state fiscal year for non-state operated 

ICF/MR facilities with a current provider agreement on file with the Division
of 

Medical Services as of October 1, 1991. 


(I) For providers which qualify PPA shall be the lessor of
-

(a) The provider's Facility Peer Group Factor (FPGF) times 

the Projected Patient Days
(PPD) covered by the adjustment year times the Prospec­

tive Payment Adjustment Factor
(PPAF) times the non-state operated Intermediate Care 

Facility for the Mentally Retarded Ceiling (ICFMRC) on October 1, 1991, FPGF x
PPD x 

PPAF x ICFMRC. For example: A provider having920 (nine hundred twenty) paid days 

for the period May, 1991 to July 1991 out of a total paid days for this same 

of 28,561 (twenty eight thousand five hundred sixty one) represents
a FPGF of 3.22% 
(three and twenty two hundredths percent).So using the FPGF of 3.22% (three and 
twenty two hundredths percent)x 114,244 (one hundred fourteen thousand two hundred 

forty four) x 24.5% (twenty four and five tenths percent)
x $156.01 (one hundred 
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fifty six dollars and one cent)
= $140,659 (one hundred forty thousand six hundred 
fifty nine dollars); or 

(b) The provider FPGF times 145% (one hundred forty five 

percent) of the amount credited to the Intermediate Care Revenue Collection Center 

(ICRCC) of the State Title
XIX Fund (STF) for the period October 1, 1991 through 

December 31, 1991. 


(11) FPGF - is determined by using each ICF/MR facility's paid 
days for the service dates in May, 1991 through July, 1991 as of September20, 1991 
divided by the sum of the paid daystheforsame service dates for all provider's 
qualifying as of the determination of October 16, 1991. 

(111) ICFMRC - is $156.01 (one hundred fifty six dollars and 
one cent)on October 1, 1991. 

(IV) PPAF - is equal to 24.5% (twenty four and five tenths 
percent) for Fiscal Year 1992 which includes an adjustment for Economic Trends. 

(V) PPD - is the projectionof 114,244 (one hundred fourteen 
thousand two hundred forty four) patient days madeon October 1, 1991 for the adjust­

ment year. 


(F) Rate determination shall be based
on a determination of reasonable and 

adequate reimbursement levels for allowable cost items described in this rule which 

are related to ordinary and necessary care for the level of care provided for 

efficiently and economically operated facility.All providers shall submit documen­

tation of expenses for allowable cost areas.
The department shall have authority to 

require such uniform accounting and reporting procedures and forms as it deems neces­

sary. A reasonable and adequate reimbursement in each allowable cost area will be 

determined by the advisory committee with the consent of the director. 


( 7 )  Allowable Cost Areas 

(A) Compensation of Owners 


1. Allowance of compensation of services of owners shall be an allowable 

cost area, provided the services are actually performed and are necessary services. 


2. Compensation shall mean the total benefit, within the limitations set 
forth in this plan, by the owner of the services s/he rendersto the facility includ­

ing direct payments for managerial, administrative, professional and other services, 

amounts paid by the provider for the personal benefit owner, the cost of
of the 

assets and services which the owner receives from the provider and additional 

amounts determined to be the reasonable value of the services rendered by sole 

prietors or partners and not paid by
any method previously described. 


3. Reasonableness of compensation may be determined by reference to or 
in comparison with compensation for comparable institutions or it may be deter­
mined by the other appropriate meansas the Medicare and Medicaid Provider 
Reimbursement Manual(HIM-15) or by other means. 
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4. Necessaryserv icesreferstothoseserv icestha ta reper t inent  t o  t h e  
operat ion and soundconductof t h ef a c i l i t y ,  had theprovidernotrenderedthese 
services ,  then employment of another person(s) to perform the service would beneces­
s ary . 

( B )  Covered services  and suppl iesasdef inedinsec t ion  (5 )  of th i sp l an .  

( C )  Depreciation 

1. An appropriate  for  furnishingsal lowance depreciat ion on bui ldings,  
and equipmentwhich a repar toftheopera t ion  and soundconductof theprovider ' s  
business is  anallowablecost item. Finder ' sfeesarenot  anallowablecost item. 

2 .  The depreciat ion must b ei d e n t i f i a b l e  and recordedintheprovider 's  
accountingrecords,based on thebas isofthe  asset and proratedovertheest imated 
u s e f u ll i f e  of t heas se tus ingthes t r a igh tl ine  method ofdepreciation from t h e  
d a t e  i n i t i a l l y  p u t  i n t o  s e r v i c e .  

3 .  The bas isofasse tsa tthe  time p lacedinse rv icesha l l  be t h e  lower 
of :  

( a )  t h e  book value of  the provider ;  

( b )  f a i r  marketvalue a t  t h e  time of  acquis i t ion;  

(c) the recognized IRS t a x  b a s i s ;  

(d)inthecaseofchangeinownership,thecostbasis ofacquired 
a s se t s  of t h e  owner ofrecord on o r  a f t e r  J u l y  18, 1984, asoftheeffect ivedateof  
t he  changeofownership; o rinthecaseo f  a f a c i l i t y  which enteredthe program 
a f t e rJ u l y  18, 1984, t he  owner a tt h et i m e  of t h ei n i t i a le n t r yi n t ot h e  Medicaid 
program. 

4. The basis  ofdonatedassets w i l l  beallowed t ot h ee x t e n t  of recogni­
t i o n  of income re su l t i ng  from thedonat ion of t heas se t .  Should a d i spu tea r i se  
between a provider and t h e  Department of Soc ia l  Se rv ices  a s  t o  the  f a i r  marketvalue 
a t  t h e  t i m e  of acquis i t ionof  a deprec iab leasse t  andan appra isa l  by a t h i r d  p a r t y  
i s  requi red ,theappra isa lcos t  w i l l  besharedproportionately by the  Medicaidpro­
gram and t h ef a c i l i t yi nr a t i ot o  Medicaid recipientreimbursablepat ientdaysto 
to t a l  pa t i en t  days .  

methods5. Allowable of dep rec i a t ionsha l l  be l imited t o  t h es t r a i g h t  
l i n e  	method.The depreciat ion method usedfor an assetunderthe Medicaidprogram 

aneednotcorrespond t o  the  method used by providerfor  non-Medicaidpurposes; 
however, u se fu l  l i f e  sha l l  be  in  acco rdance  wi th  the  American Hospi ta lAssociat ion 's  
guidel ines .  Component par tdeprec ia t ion  is opt iona l  and allowableunderthisplan. 

6 .  His to r i ca lcos t  is thecos tincur red  by theproviderinacqui r ingthe  
a s s e t  and preparing it foruseexcept  as p rov idedinth i sru l e .Usua l ly ,h i s to r i ca l  
cos tinc ludescos t stha t  would becapitalizedundergenerallyacceptedaccounting 
p r inc ip l e s .  For pr i ce ,to  intheadd i t ion  
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historical cost would include architectural fees and related legal fees. ,Where a 

provider has elected, for federal income tax purposes, to expense certain items such 

as interest and taxes during construction, the historical cost basis for Medicaid 

depreciation purposes may include the amount of these expensed items. However, 

where a provider did not capitalize these costs and has written off the costs in 

year they were incurred, the provider cannot retroactively capitalize any part of 

these costs under the program. For Title XIX purposes and this rule, any asset 

costing less than five hundred dollars ($500) or .having a useful life of one (1 )  

year or less, may be expensed and not capitalized at the option of the provider, 

in the case of a facility which entered the program after July
18, 1984, the owner 
at the timeof the initial entry intothe Medicaid program. 


7 .  When an asset is acquired by trading in an existing asset, the cost 
basis of the new asset shall be the sum of undepreciated cost basis of the traded 
asset plus the cash paid. 

8 .  For the purpose of determining allowance for depreciation, the cost 
basis of the asset shall be as prescribed in (7)(C)3. 

9 .  Capitalexpendituresforbuildingconstructionorforrenovation 
costs which are in excess of one hundred fifty thousand ($150,000) and which 
cause an increase in a provider's bed capacity shall not be allowed in the program 
or depreciation base if these capital expenditures fail to comply with any other 
Federal or statelaw or regulation such as Certificate of Need. 


10.Amortizationofleaseholdrightsandrelatedinterestandfinance 

costs shall not be allowable costs under this plan. 


(D) Interest and Finance Costs 


1 .  Necessary and proper interest on both current and capital indebted­
ness shall bean allowable cost item excluding finder's fees. 

2. Interest is the cost incurred for the use of borrowed funds. Inter­
est on current indebtedness is the cost incurred for funds borrowed fora relatively 

short term. This is usually for such purposes as working capital for normal operat­

ing expenses. Interest on capital indebtedness is the cost incurred for funds bor­

rowed for capital purposes such as acquisition of facilities and capital improve­

ments and this indebtedness must be amortized over the life of the loan. 


3 .  Interest may be included in finance charges imposed by some lending 
institutions or it may be a prepaid cost or discount in transactions with those 
lenders who collect the full interest charges when funds are borrowed. 

4 .  To be an allowable cost item, interest (including finance charges, 
prepaid costs and discounts) must be supported by evidence of an agreement that 
funds were borrowed and that payment of interest and repayment of the funds are 
required, identifiable in the provider's accounting records, relating to the report­
ing period in which the costs are claims and necessaryand proper for the operation, 

maintenance or acquisition of the provider's facilities. 
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6 .  Proper means t h a tt h ei n t e r e s t  beincurred a t  a ra tenotinexcessof  
what a prudentborrower wouldhavehad t o  pay i nt h e  money marketexis t ingatthe 
time theloan was made, andprovidedfurtherthedepartmentshallnotreimbursefor 
i n t e r e s t  and financechargesany amount inexcessoftheprimeratecurrent  a t  t h e  
time the loan was obtained. 

7 .  I n t e r e s t  onloans t o  providers by propr ie tors ,par tners  andany stock­
holdersshallnotbeanallowablecost item becausetheloansshallbetreatedas 
inves tedcapi ta l  andincluded inthecomputationof anallowablereturn onowner's 
ne tequ i ty .I f  a f a c i l i t yo p e r a t e d  by a re l ig iousorder  borrows from theorder ,  
in te res t  pa id  to  the  order  sha l l  be  an  a l lowable  cos t .  

loanscapi ta l  exceedasset  basis  as8. I f  for  indebtedness  the cost  
def inedinsubsect ion (7)(C), t hein t e re s ta s soc ia t edwi ththepor t ionoftheloan  
orloans whichexceed t h e  asset cost bas i s  as def inedinsubsect ion (7)(C) s h a l l  n o t  
beallowable. 

9 .  Income from a provider 'squal i f iedret i rementfundshal l  be excluded 
in  considerat ion of  the per-diem rate .  

10. A providersha l l  amortize financecharges,prepaidinterest  and d i s ­
count  over  the per iod of  the loan ratably or bymeans of  the  cons tan t  ra te  of  in te r ­
e s t  methodon the unpaid balance. 

11. Usualandcustomary cos tsexc ludingf inder ' sfeesincur redtoobta in  
loansshal lbetreatedasinterestexpense and s h a l l  beallowablecostsoverthe 
loan per iod ratably or  by means of  the  cons tan t  in te res t  appl ied  method. 

12 .  Usualandcustomary cos t ssha l lbel imi t edtothelende r ' s  t i t l e  and 
recordingfees,appraisalfees,legalfees,escrowfees and closingcosts .  

13. Interest  resul tant  from capi ta l  forexpense expendi turesbui lding 
constructionorforrenovationcostswhich are inexcessofonehundredfiftythou­

dol lars  ($150,000) and causeincreasesand which an in a bed capacity by the  
providershallnotbeanallowablecost item i f  suchcap i t a lexpend i tu refa i l sto  
comply with other  federal  or s ta te  law or  regulations such as Cer t i f ica te  of  Need. 

( E )  RentalandLeases 

and leases of buildings,1. Rental land, furnishings and equipment are 
allowablecost areas provided  tha t  the  ren ted  items arenecessary and notinessence 
a purchase of thoseasse ts .F inder ' sfees  are not  anallowable cost item. 

2. Necessaryrentaland lease items arethose which a r ep e r t i n e n tt ot h e  
economical operation of the provider. 

3 .  Inthecaseofre la tedpar t ies ,ren ta l  and lease  amounts- cannotex­
ceed the lesser  of those which are ac tua l ly  pa id  or the  costs t o  t h e  r e l a t e d  p a r t y .  
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4 .  Determinationofreasonable and adequatereimbursementforrentaland 
lease amounts, except  in  the case of r e l a t e d  p a r t i e s  which is  subjec t  to  o ther  provi ­
s ions  of t h i s  plan,  may r e q u i r ea f f i d a v i t s  ofcompetent,impartialexperts who a r e  
famil iar  with t h e  cur ren t  ren ta l s  and leases .  

necessary shall  into the5. The test  of costs take account agreement 
between the  owner and the tenant  regarding the payment of re la ted  proper ty  cos ts .  

6 .  Leasessubject t o  C e r t i f i c a t e  of Need approval must have thatapprov­
a l  b e f o r e  a r a t e  is determined. 

7.  If ren torleasecos tsincreaseso le lyas  a resu l tof  change i n  owner­
sh ip ,theresu l t ing. increase  whichexceedstheallowablecapitalcostofthe owner 
of recordas of July18, 1984, o rinthecaseo f  a f a c i l i t y  which enteredthepro­
gram a f t e rJ u l y  18, 1984, t h e  owner a tt h et i m e  of t h e  i n i t i a l  e n t r y  i n t o  t h e  Medi­
ca id  program, sha l l  be  a non-allowablecost. 

(F)  Taxes.Taxeslevied on orincur red  by providersshallbeallowablecost 
areas with the exceptions of the following items: 

and excess p r o f i t  taxesincluding any1. Fede ra l ,s t a t eo rloca l  income 
i n t e r e s t  and penal t ies  paid;  

connection financing,2. Taxes in with refinancing orrefundingopera­
tionssuchastaxes on theissuance of bond, proper tyt ransfer ,  i s suance  or  t ransfer  
of s tocks ;  

3 .  Taxes f o r  which exemptions a reava i l ab letotheprov ide r ;  

assessments on land which represent4 .  Special cap i ta l  improvements. 
Thesecostsshallbecapitalized and depreciatedovertheperiodduring which the  
assessment is  scheduled t o  be paid; 

on property which i s  not a pa r t  of the5. Taxes operat ion of t h e  
provider;  

6 .  Taxeswhich a relev iedagains t  a res ident  and co l lec ted  and remitted 
by theprovider ;  and 

appl icableindiv idua l7 .  Self-employment (FICA) taxes  to  propr ie tors ,  
pa r tne r so r  members of a j o in tven tu retotheex ten tthet axes  exceed t h e  amount 
whichwould havebeenpaid by theprovider  on theallowablecompensation of t h e  

the organizat ion incorporatedanpersons had provider  been than 
unincorporated ent i ty .  

Tax Levies by District and( G )  Issuance of Revenue Bond and County F a c i l i ­
t i e s .  Those nursing home d i s t r i c t s  andcounty f a c i l i t i e s  whose funding is through 
the issuance of revenuebonds, t h a t  interest which is paidpertherevenue bond w i l l  
beanallowablecostitem.Depreciation on thep lan t  and equipment of t h e s e  f a c i l i ­
t ies sha l la l sobe  an allowablecost item. Any tax levies  which a reco l l ec t ed  by 
nursing home d i s t r i c t so rc o u n t y  homes tha ta resuppor tedin  whole o r  i n  p a r t  by 
thesel ev ie s  w i l l  notberecognizedas a revenueoffsetexcept to  theex ten ttha t  
t h e  funds are used for the  ac tua l  ope ra t ion  of t h e  f a c i l i t y .  
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( H )  ValueofServicesof Employees 

1. Exceptasprovidedforinthisrule,thevalueofservicesperformed 
by employees i nt h ef a c i l i t ys h a l lb ei n c l u d e da s  anallowablecostareatothe 
extent  actual ly  compensated,  e i ther  to  the employee or  to  the supplying organizat ion.  

2. Services suchthose withrendered by volunteers  as  aff i l ia ted the 
American Red Cross ,hospi ta lgui lds ,auxi l ia r ies ,pr iva teindiv idua ls  and similar 
organizationsshallnotbeincludedasanallowablecostarea,astheserviceshave 
t r a d i t i o n a l l y  beenrenderedon a purelyvolunteerbasiswithoutexpectationof any 
form ofreimbursement by theorganizat ionthrough which theserv ice  i s  renderedor 
by the person rendering the service.  

3 .  Services by pr ies t s ,min is te rs ,rabbis  and s imilartypeprofessionals  
sha l lbe  anallowablecostarea,providedthattheservicesarenotof a re l ig ious  
nature .  An example of anallowablecostareaunderthissection would be a neces­
saryadministrativefunctionperformed by a clergyman. The s t a t e  will notrecognize 
bui ldingcosts  on space set asideprimari lyforprofessionalsproviding any re l i ­

function. for and i tems aregious Costswardrobesimilar l ikewiseconsidered 
nonallowable. 

( I )  FringeBenefits  

1. LifeInsurance 

A .  Typesinsurance are consideredallowableof which not an cost 
area;  premiums re la tedtoinsurance  on thel ivesofof f icers  andkeyemployees a r e  
notallowablecostareasunderthefollowingcircumstances: 

( I )  Where,upon thedeathof aninsuredoff iceror  keyemploy­
ee,theinsuranceproceeds are payabledi rec t lytotheprovider .Inth iscase ,the  
provider is a d i rec tbenef ic ia ry .Insuranceofth istype  is  r e fe r r edtoas  key-man 
insurance; and 

(11) Where, insurance on thel ivesofof f icers  is  voluntar i ly  
takenout as p a r t  of a mortgageloanagreemententeredintoforbuildingconstruc­
t i o n ,  and upon thedeath of aninsuredoff icer ,theproceedsarepayabledirect lyto 
thelendingins t i tu t ionas  a credi tagainsttheloanbalance.Inthiscase,the 
provider is  an ind i rec t  benef ic ia ry .  

B .  Typesof insurancewhichareconsideredanallowablecostarea 

( I )  Where c r e d i tl i f ei n s u r a n c e  is  requiredaspart  of a mort­
gageloanagreement. A n  example would beinsurance on loansgrantedundercertain 
federalprograms; and 

(11) Where t h er e l a t i v e ( s )  o r  estate ofthe employee, excluding 
s tockholders ,par tners  and propr ie tors ,  is thebeneficiary.Thistypeofinsurance 
is considered t o  be a f r ingebene f i t  and is anallowablecostareatotheextent 
t h a t  t h e  amount ofcoverage is reasonable. 
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2. RetirementPlans 

A.  Contributions to qualified retirement plans for the benefit of 
employees excluding stockholders, partners and proprietors of the provider shall be 
allowablecostareas.Interestincomefromfundedpensionsorretirementplans 
shall be excluded from consideration in determining the allowable cost area. 

B. Amountsfundedtopensionandretirementplans,togetherwith 

associated income, shall be recaptured if not actually paid when due, as an offset 

to expenseson the cost report form. 


3 .  Deferred Compensation Plans 

A. Contributions for the benefit of employees, excluding stockhold­

ers, partners and proprietors, under deferred compensation plans shall be all allow­

able cost areas when, and to the extent that, the costs are actually paid by the 

provider.Deferredcompensationplansmustbefunded.Providerpaymentsunder 

unfunded deferred compensation plans will be considered as an allowable cost area 

only when paid to the participating employee and only to the extent considered rea­

sonable. 


B. Amountpaidbytax-exemptorganizationstopurchase tax-sheltered 

tered annuities for employees shall be treated as deferred compensation actually 

paid by the provider. 


C.Amountsfunded todeferredcompensationplanstogetherwith 

associated income shall be recaptured if not actually paid when due, as an offset 

expenses on the cost report form. 


(J) Education and Training Expenses 


1. The cost of on-the-job training which directly benefits the quality 
of health care or administration at the facility shall be allowable. Off-the-job 
training involving extended periods exceeding five ( 5 )  continuous days is an allow­
able cost item only when specifically authorized in advance by the department. 

2. Cost of education and training shall include travel costs incidental 
thereto but will not include leaves of absence or sabbaticals. 

( K )  Organizational Cost Items 

1. Organizational cost items may be included as an allowable cost area 

on an amortized basis. 


2. Organizational cost items include the following: legal fees incurred 

in establishing the corporation'or other organizations; necessary accounting fees; 

expenses of temporary directors and organizational meetings
of directors and stock­

holders; and fees paid to states of incorporation. 
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3 .  Organizationalcostsshallbeamortizedratablyoveraperiodof 
sixty ( 6 0 )  months beginning with the date of organization. When the provider enters 
the program more than sixty(60) months after the date of organization, no organiza­

tional costs shall be recognized. 


4.  Whereaproviderdidnotcapitalizeorganizationalcostsandhas 
written off such costs in the year they were incurred, the provider cannot retroac­
tively capitalize any part of these costs under the program. 

5. Where a provider is organized within a five(5)-year period prior to 
his entry into the program and has properly capitalized organizational costs using a 
sixty (60)-month amortization period, no change in the rateof amortization is re­
quired. In this instance the unamortized portion of organizational costs is an 
allowable cost area under the program and shall be amortized over the remaining 
of the sixty (60)-month period. 

6. For change in ownership, after July 18, 1984, allowable amortization 

will be limited to the prior owner's allowable unamortized portion of organizational 

cost. 


(L) AdvertisingCosts.Advertisingcostswhicharereasonable,appropriate 

and helpful in developing, maintaining and furnishing services shall be an allowable 

cost area. The costs must be common and accepted occurrence in the field of the 

activity of the provider. 


(M) Cost of Suppliers Involving Related Parties. Costs applicable to facili­

ties, goods and services furnished to a provider by a supplier related to the 

provider shall not exceed the lower of the cost to the supplier or the prices of 

comparable facilities, goods or services obtained elsewhere. In the uniform cost 

report a provider shall identify suppliers related to it and the type-quantity, and 

costs of facilities, goods and services obtained from each supplier. 


(N) Utilization Review. Incurred cost for the performanceof required utiliza­

tion review for ICF/MR is an allowable cost area. The expenditures must be for the 

purpose of providing utilization review
on behalf of TitleXIX recipient. Utiliza­

tion review costs incurred for Title on the basis
XVIII and XIX must be .apportioned 

of reimbursable recipient days recorded for each program during the reporting period. 


(0) Minimum Utilization. In the event the occupancy of a provider is below 

ninetypercent (90%) thefollowingcostcenterswillbecalculatedasifthe 

provider experienced ninety percent (90%) occupancy: laundry, housekeeping, general 

and administrative and plant operation costs. In no case may costs disallowed 

under this provision be carried forward
to succeeding periods. 


(P) Nonreimbursable Costs 


1. Bad debts, charity and courtesy allowances are deductions from reve­

nue and are not to be included
as allowable costs. 


2. Those services that are specifically provided by Medicare and Medi­
caid must be billedto those agencies. 


3. Any costs incurred that are related to fund drives are not reimburs
-
able. 




ATT. 4.19-D 
(Rev. 9 / 9 2 )  
Page 61 

4 .  Costs incurred for research purposes shall not be included as allow­
able costs. 

5 .  The cost of social services provided under contract or subcontract is 
specifically excluded as an allowable item. 

6 .  Any costs of litigation or attorneys' fees incurred by a provider of 
service shall not bea reimbursable cost except to the extent permitted by this part 

or other specific provisions of the regulation. Cost of litigation against the 

state, including attorneys' fees, when the litigation is reasonably related to the 

care of recipients and the provider prevails, are reimbursable costs. Attorneys' 

fees incurred in labor negotiations, and labor disputes are reimbursable. All of 

the attorneys' fees except those allowed by specific provisions of this regulation 

are non-reimbursable costs. 


(Q) Other Revenues. Other revenues, including those listed that follow and 

excluding amounts collected under paragraph
(5)(A)8. will be deducted from the total 

allowable cost, and must be shown separately in the cost report by use of a separate 

schedule if included in the gross revenue; income from telephone services; sale
of 


of medical abstracts; sale
employee and guest meals; sale of scrap and waste food or 

materials; rental income; cash, trade, quantity time and other discounts; purchase 

rebates and refunds; recoveryon insured loss; parking lot revenues; vending machine 

commissions or profit; sales from drugs to other than recipients; income from invest­

ments of whatever type; and room reservation charges for temporary leave of absence 

days which are not covered services under section (5) of this regulation. Failure 

to separately account for any of the foregoing specifically set out previously in 

this rule in a readily ascertainable manner shall result in termination from the 

program. 


1. Interest income received from a funded depreciation account will not 

be deducted from allowable operating costs provided such interest is applied to the 

replacement of the asset being depreciated. 


2. Costcentersoroperationsspecifiedbytheprovider,paragraph 
(7)(R)3. of this section, shall not have their associated cost or revenues included 
in the covered costs or revenuesof the facility. 


3 .  Restricted and unrestricted funds -
A. Restricted funds as used in this rule mean those funds, cash or 


otherwise, including grants, gifts, taxes and income from endowments, which must be 

used only for a specific purpose designated by the donor. Those restricted funds 

which are not transferred funds and are designated by the donor for paying operating 

costs will be offset from the total allowable expenses. If an administrative body 

has the authority to re-restrict restricted funds designated by the donor for paying 

operating costs, the funds will not be offset from total allowable expenses. 


B. Unrestricted funds as used in this rule mean those funds, cash 

or otherwise, including grants, gifts, taxes and income from endowments, that are 

given to a provider without restriction by the donor as to their use. These funds 

can be used in any manner desired by the provider. However, those unrestricted 

funds which are not transferred funds and are used for paying operating costs will 

be offset from total allowable expenses. 
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C .  Transferredfundsasusedinthisrulearethosefundsappropri­
atedthrough a legis la t iveorgovernmentaladminis t ra t ivebody'sact ion,s ta teor  
l o c a l ,t o  a s t a t eo rl o c a l  government provider.  The t ransfercan be s t a t e - t o - s t a t e ,  
state-to-localorlocal-to-localprovider.Thesefundsarenotconsidered a grant  
o r  g i f t  f o r  reimbursementpurposes,therebyhaving no e f f e c t  on the provider 's  a l low­
able  cost  under  this  plan.  

( R )  ApportionmentofCosts t o  MedicaidRecipientResidents 

1. A provider 'sal lowablecostareasshal lbeapport ioned between Medi­
caid program rec ip ien tres idents  and o the rpa t i en t s  so thattheshareborne by the  
Medicaidprogram is based upon actual  services  received by program rec ip ien ts .  

the of residents '2 .  To accomplish t h i s  apportionment,  ratiorecipient 
charges to  to ta l  pa t ien t  charges  for  the  serv ice  of  each  anc i l la ry  depar tment  may be 
a p p l i e dt ot h ec o s t  of thisdepartment .  To t h i ss h a l lb e  added thecos t  of rout ine 
se rv ices  fo r  Medicaidprogram recipientresidentsdetermined on the  bas i s  of a sepa­
rateaveragecostper-diemforgeneralroutinecare'areas or a ttheop t ion  of t he  
provider on the  bas i s  of  overa l l  rou t ine  care  a rea .  

3 .  So t h a t  i t s  charges may beallowableforuseinapportioningcosts 
undertheprogram,eachprovidershallhaveanestablishedchargestructure which is 
applieduniformlytoeachpatientasservices are furn ished  to  the  pa t ien t  and which 
is reasonably and cons i s t en t ly  r e l a t ed  t o  the cost  of  providing these services .  

4 .  Average costper-diemforgeneralroutineservices means the  amount 
computedby d iv id ingtheto ta la l lowablepa t ien tcos tsforrout ineserv ices  by t h e  
t o t a l  number ofpatientdaysofcarerendered by theproviderinthecos t - repor t ing  
period. 

5 .  A pa t i en t  dayofcare is tha tper iod  of servicerendered a pa t i en t  
between thecensus-takinghourson two ( 2 )  consecutivedays,includingthetwelve 
(12) temporaryleaveofabsencedaysperanyperiodofsix ( 6 )  consecutive months as  

ofspecif ical lycoveredundersect ion ( 5 )  ofth i sr egu la t ion ,the  daydischarge 
beingcountedonly when t h ep a t i e n t  was admittedthe same day. A censuslogshall  
be maintainedthe for purposes. shalltakenin facility documentation Census be 
dai lyatmidnight .  A dayof care includesthoseovernightperiods when a rec ip ien t  

' is  away from t h ef a c i l i t y  on a fac i l i tysponsoredgroupt r ip  andremainsunder the  
supervision and care  of f ac i l i t y  pe r sonne l .  

that  Intermedicare  Services6 .  ICF/MR faci l i t ies  provide Care to  Medi­
ca idrec ip ien ts  may es tab l i shdis t inc tpar tcos tcentersinthe i rfac i l i typrovided  
thatadequateaccounting and s t a t i s t i c a ld a t ar e q u i r e dt os e p a r a t e l yd e t e r m i n et h e  
nursingcarecost  ofeach d i s t i n c t  p a r t  is maintained. Each d i s t i n c t  p a r t  may share  
the  common serv ices  and f a c i l i t i e sa s  management services,dietary,housekeeping, 
buildingmaintenance and laundry. 

7 .  I n  no case may a provider 'sal lowablecostsal locatedtotheMedicaid 
programincludethecostoffurnishingservicestopersonsnotcoveredunderthe 
Medicaid program. 

(S) Return on Equity 


